
Countyof Los Angeles
CHIEF ADM~NISTRATWEOFACE

713 KENNETH HAHN HALL OF ADMINISTRATION LOS ANGELES, CALIFORNIA 90012
(213) 974’llOl

htlpj/cao, Co. Is.Ca. us

DAV~DFE. JANSSEN Board of Supervisors
Chief Administrative Officer GLORIA MOLINA

First District

YVONNE BRATHWAITE BURKE
SecondDistrict

ZEV YAROSLAVSKY
May 25, 2004 Third Distrrct

DON KNABE
Fourth District

MICHAEL D. ANTONOVICH

Fifth District

To: Supervisor Don Knabe, Chairman
SupervisorGloria Molina
Supervisor Yvonne BrathwaiteBurke
Supervisor Zev Yaroslavsky
SupervisorMichael 0, Ant ovich

From: David E. Jans4>. ~:
Chief Administr~~42,’bfficer

SACRAMENTO UPDATE

State Budget Update

Special District Property Tax Shift

Under the agreement between the Administration and local governmentsregarding
their contribution to the Statebudgetsolution, eachlevel of governmentwas allowed
to determine the method of allocating their contribution. Late last week, special
districts reversed their initial determination and decided to exempt fire districts from
the two-year property tax shift of $350 million, The exemptionfor library districts
remainsunchanged. On order to make up for the loss from exemptingfire districts, the
contributionsof non-enterprisespecial districts will increaseaccordingly. The Special
District Associationhasnot releaseda detailedlist showingthe final shift sharesfor all
special districts.

LegislativeAnalyst(LAO) ReleasesCritiqueof the Local GovernmentAgreement

Yesterday,the LAO releasedits analysisand critique of the agreementbetweenthe
Governorand local governments. The LAO, which hadsummarizedits concernsin its
analysis of the Governor’s May Revision, has now expandedon that analysis and
offered theLegislaturean alternative.
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TheAgreement

The agreementbetweenthe Governorand local governmentsconsistsof four major
elementsof concernto the LAO:

• For two fiscal years — 2004-05 and 2005-06 — local governmentswill shift
$1.3 billion of their revenueto schools to help balancethe State budget,with
counties,cities,andspecialdistricts (otherthan fire andlibrary districts)giving up
$350 million andcommunityredevelopmentdistricts$250 million eachyear.

• Countiesandcitieswill swap$4.1 billion of vehicle licensefeesfor acomparable
amountof property taxes(exceptfor thetwo-yearcontributionabove).

• Local government revenues will be protected through a constitutional
amendmentto be placedon the ballot in Novemberthat will prohibit the State
from reducing the rate of the local sales tax, or reallocating any local
government’s share of revenue from the property tax, sales tax, or vehicle
licensefees(exceptfor their two-yearcontribution).

• UnfundedStatemandates(exceptfor educationalor employeerights or benefits
mandates)will sunsetautomaticallyand cannotbe suspendedin the budget.
In addition, the Statewill begin paying for deferredmandatesover five years,
startingin FY 2006-07.

In addition, theagreementwould place in the Constitution existing statutoryprovisions
requiringthe pay backof the VLF “gap” loan in FY 2006-07,guaranteeingreplacement
property taxes for the sales taxesbeing used to pay for the Proposition 57 Fiscal
RecoveryBond. reestablishinglocal government’sauthorityto imposea 1 percentsales
tax rate after the Bond is paid, and establishingthe five-year paybackof deferred
mandates.

TheLAO’S Concerns

While noting that the proposedagreementwill provide the State with budget savings
and local governmentswith financial stability, while improving accountability in the
mandateprocess,the LAO has major concernswith each of the elements of the
proposedagreement.

• Theconstitutionalprotectionof local revenueswill lock in placethe existing local
financesystem,preventingtheLegislaturefrom making changesto protect local
revenues,asthey did after Proposition13, or implementingreformssuchasthe
reallocation of local salestaxesor the “AB 8” allocation of property taxes to
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reflect new needsorchangedrealities, or lowering thesalestax rate in exchange
for abroadeningof thesalestaxbase,

• The swapof VLF revenuesfor property taxesis extremelycomplexbut doesnot
appearto havea persuasivepolicy rationale sinceconcernsabout future State
paymentof VLF backfill paymentscould be more simply easedby putting the
requirementto paybackfill into the Constitution. Moreover,thehopethat heavier
relianceon propertytaxeswill encouragelocal governmentsto promotehousing
rather than retail developmentis not very persuasivesince the VLF revenue
being surrenderedis distributed on a per-capitabasisand should havealready
beenan incentivefor housing.

• The agreementonly provides the State with short-term budget relief (and
possibly longer-term cost increases)whereasit really needslonger-term and
permanentrelief to solve its structural budgetdeficit. At the sametime, many
local governmentswill have to reduceservicesand/orincreasefees during the
two yearstheirpropertytaxesarereduced,

• While the proposedchangesregarding State mandateswould improve the
process,the LAO is concernedaboutthe complicationsof having a dual process
with a fast track for local government mandates,and a slower processfor
educationmandates. The LAO also questionswhy employeebenefit-related
mandatesare exempt from the automaticsunset,worries that the expedited
mandatedetermination processcould result in decisionsthat fail to meet the
legal standardsof courts, andbelievesthat the Controller, not theDepartmentof
Finance,should have the difficult and controversial responsibilityof estimating
mandatecosts sincethe latter has a conflict of interest. In addition, the LAO
notesthat the broadeneddefinition of a mandateto include increasedshareof
cost will make it more difficult, in the future, to realign fiscal and program
responsibilitiesfor jointly financedprograms.

TheLAO’sAlternative

Givenits concerns,the LAO hassuggestedthattheLegislatureconsiderchangesto the
local agreementas it acts on the constitutional amendmentand statutory changes
requiredto implementtheagreement.

• In order to maintain State authority over local finance while protecting local
revenuesfrom being taken by the State, the LAO recommendsthat ‘The
Legislatureconsiderpolicies that protect local revenuestreamsin theaggregate,
yet maintain authorityto alter thesetaxesandthe allocation of theserevenues
amonglocal governments.”
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• In theabsenceof amore compellingpolicy rationale,the LAO recommendsthat
the Legislaturerejectthe swapof VLF for propertytaxes,andinsteadamendthe
Constitutionto guaranteetheannualVLF backfill to local governments.

• In order to alter the burden of the local contribution to the State budget and
providerelief overa longer period of time, the LAO proposesa very differentway
of achieving$2.6 billion in local governmentreductions, The LAO would retain
the Administration’s proposed$250 million two-year shift from redevelopment
agencies, shift $220 million in property taxes from special districts on a
permanentbasis, determinedby county boards of supervisors;eliminate two
subventions,the Citizens’ Option for PublicSafetyandtheJuvenileJusticeGrant
programs,to save$200 million, and spreadthe VLF gap loan repaymentover
threeyearsinsteadof a lump sum paymentof $1.2 billion in FY 2006-07. Cities
and counties,whosediscretionaryrevenuewould not be affected, would lose
theirshareof theeliminatedsubventions.

• While retainingsomeof the key elementsof the Agreement’smandateproposal,
in particulartheautomaticsunsetrequirementandthe repealof the Legislature’s
ability to suspendmandates,the LAO’s proposalwould go muchfurther to cover
all mandates,assign responsibility for cost estimatesto the Controller (with
assistancefrom a local agencyadvisoryboard), and suggestan alternativeway
of determiningareimbursementmethodology.

The LAO concludes by urging the Legislature to modify the Local Government
Agreementalong the lines that they have recommendedto bring it into “greater
alignmentwith legislative goals and state fiscal objectives.” It remains to be seen
whetherand how much of their advicewill be takenwhen the Legislaturetakesup the
Agreement.

Statusof County-InterestLegislation

County-supportedAB 340 (Frommer), which would make it illegal to sell, offer for
sale, buy, possess,manufacture,or distribute Mobile Infrared Transmittersthat are
capableof changingthesequenceof a traffic signal, was amendedon May 24, 2004 to
excludea public transitpassengervehicle from this prohibition, make it an infraction to
install sucha device,and delete thepossessionof two or more of thesedevicesasa
misdemeanor.AB 340 remainsin theSenateTransportationCommittee.

County-opposedAB 2013 (Steinberg), which would repeal the requirementfor
statewidefingerprint imaging to determineeligibility for CaIWORK5 and Food Stamps,
and make conforming changesto the Kin-GAP Program, passedthe Assembly on
May 20, 2004 by a vote of 41 to 33. This measureis currently at the SenateDesk
awaiting referralto apolicy committee,
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County-supportedAB 2783 (Simitian), which would allow counties the option to
increaserecordingfeeson real estatedocumentsup to $2 to fund programsto deter,
investigate,and prosecutecivil proceedingsinvolving the financial abuseof elderand
dependentadults through fraudulentreal estatetransactions,passedthe Assemblyon
May 24, 2004, by a vote of 41 to 32. This measureis currently at the SenateDesk
awaiting referral to apolicy committee.

County-sponsoredAB 2857 (Laird), which would protect public agenciesfrom losing
tax revenue, and ensure that taxpayers are not barred from an appropriate
administrativereduction in assessmentsdueto adeclinein value,passedtheAssembly
on May 20, 2004 by a vote of 47 to 29. This measureis currentlyat theSenateDesk
awaiting referralto apolicy committee.

Countysupport and amendSB 1375 (Scott), which would authorizethe California
TransportationCommissionto relinquish a portion of State Highway Route 164 to the
County of Los Angeles to allow the County to make improvementsto Rosemead
Boulevard, passedtheAssemblyAppropriationsCommitteeon May 20, 2004 by avote
of 10 to 0, andwill now go to theAssemblyFloor.

County-opposedSB 1462 (Kuehl), which would requirethe leadagencyof anyproject
located beneathspecial use airspacethat would adverselyaffect military flights, to
transmit all environmentaldocumentsto the State Office of Planning and Research,
which will sendthe documentsto the appropriatemilitary organization,passedthe
SenateAppropriationsCommitteeon May 20, 2004 by a vote of 8 to 4, andwill now go
to theSenateFloor,

We will continueto keepyou advised.

DEJ:GK
MAL:JF:JR:Ew:JL:M5:th

ExecutiveOfficer, Boardof Supervisors
County Counsel
Local 660
All DepartmentHeads
LegislativeStrategist
Coalition of County Unions
California ContractCities Association
IndependentCitiesAssociation
Leagueof California Cities
City ManagersAssociations
BuddyProgramParticipants

Sacto Updata/aacto052504


